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Abstract 7KHSUHVHQWDUWLFOHKDVWKUHHSXUSRVHV7KHÀUVWLVWRGHVFULEHZKDWZDVDWWKHWLPH
DKLJKO\SURPLVLQJUHVHDUFKSURJUDPNQRZQDV'LVHTXLOLEULXP0DFURHFRQRPLFVWKHGLIÀFXOWLHV
of developing it and the importance of its insights for understanding the nature of the Great 
5HFHVVLRQDQGRIWKHSRVVLEOHZD\VRXWRILW+HQFHWKHLQWHUHVWLQZDNLQJXSWKLVVOHHSLQJ
EHDXW\7KHVHFRQGSXUSRVHLVWRGLVFXVVWZRWRSLFVWKDWZHUHSUREDEO\DWWKHFHQWHURIWKHODFN
of success of this approach: Effective demand Failures and the Neoclassical Corridor. The deeper 
H[DPLQDWLRQRIWKHVHWZRLGHDVDQGWKHFODULÀFDWLRQRIWKHGHEDWHVDURXQGWKHPFRQVWLWXWHWKH
WKLUGSXUSRVHRIWKHDUWLFOH$QGÀQDOO\VRPHLGHDVDUHSUHVHQWHGLQIDYRURIXVLQJDFRPSOH[
systems approach to understand both the development of ideas and the nature of the economic 
system.
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Despertemos a la belleza
Resumen Este artículo persigue tres objetivos. El primero es describir lo que, en su día, fue un 
muy prometedor programa de investigación conocido como Macroeconomía del Desequilibrio, 
ODVGLÀFXOWDGHVSDUDGHVDUUROODUOR\ODLPSRUWDQFLDGHVXVYLVLRQHVSDUDFRPSUHQGHUODQDWXUDOH]D
de la Gran Recesión y de las posibles vías de salida. De ahí el interés que tiene el despertar a esa 
bella durmiente. El segundo objetivo consiste en discutir dos temas que posiblemente estuvieron 
en el centro de la falta de éxito del programa: los Fallos de Demanda Efectiva y el Corredor 
QHRFOiVLFR(OH[DPHQPiVGHWDOODGRGHHVRVGRVWHPDV\ODFODULÀFDFLyQGHORVGHEDWHVHQWRUQR
DHOORVFRQVWLWX\HQHOWHUFHUREMHWLYRGHODUWtFXOR<ÀQDOPHQWHVHSUHVHQWDQDOJXQDVLGHDVHQ
favor de usar un planteamiento de sistemas complejos para comprender tanto el desarrollo de 
ODVLGHDVFRPRODQDWXUDOH]DGHOVLVWHPDHFRQyPLFR
© 2013 Asociación Cuadernos de Economía. Publicado por Elsevier España, S.L. Todos los derechos 
reservados.
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1. Introduction
7KHSUHVHQWDUWLFOHZULWWHQHVSHFLDOO\IRUWKHth issue of 
Cuadernos de EconomíaZLOOWU\WRFRQFHQWUDWHWKH
attention of the reader on one aspect of another piece 
8UUXWLDZULWWHQIRXU\HDUVDJRLQWKHth issue 
(2009) of the same journal, and dedicated to the Great 
5HFHVVLRQXQGHUWKHWLWOH´8QD9LVLyQ6HPL+HWHURGR[DGH
OD&ULVLVµ7KHXQRUWKRGR[SDUWRILWKDGWRGRZLWKZKDWDW
WKDWWLPHZDVNQRZQDV'LVHTXLOLEULXP0DFURHFRQRPLFVDQG
PRUHVSHFLÀFDOO\ZLWKWKHLGHDRIWKH1HRFODVVLFDO&RUULGRU
DOVRNQRZQDVWKH´VWDELOLW\FRUULGRUµDQRWLRQUHODWHG
directly to the topic of Effective Demand Failures, and indi-
UHFWO\WRÀ[HGSULFHV7KHLGHDRIWKHFRUULGRUPDUNVH[DFWO\
the turning point of the hegemony of Disequilibrium Macro-
HFRQRPLFVDQDSSURDFKWKDWZHPD\VD\KDVLWVUHPRWH
origins in Chapter 13 of the 2nd edition (1965) of Patinkin’s 
famous book of 1956; its actual development through 
VHYHUDOZRUNVRI%DUUR*URVPDQ&ORZHUDQG/HLMRQKXIYXG
in the late sixties and the beginning of the seventies. After 
DQRYHUODSZLWKWKDWSDUWRI0RQHWDU\7KHRU\WU\LQJWR
introduce ÀDW money into the General Equilibrium Model, 
this approach began to ebb around 1973, to abruptly 
GLVDSSHDUDWWKHHQGRIWKHVHYHQWLHVZKLOHVWLOOLQIXOOVZLQJ
RILWVSRSXODULW\³PDUNHGE\WKHJHQHUDOL]HGXVHLQWKH
teaching of Macro in the books by Barro and Grossman 
(1976) and by Malinvaud (1977). In spite of the fact that 
some up to date dynamic macromodels in the Keynesian 
WUDGLWLRQXVHÀ[HGSULFHVZLWKJUHDWDFDGHPLFVXFFHVVRQH
can safely say that Disequilibrium Macro economics, and in 
SDUWLFXODUWKH1HRFODVVLFDO&RUULGRUDUHE\QRZUHDO´ VOHHS
ing beauties”.
7KHSXUSRVHRIZKDWIROORZVLVWRH[SODLQZKDWZDVWKH
filter that put these beauties to sleep, describe their 
LQWHOOHFWXDOÁDZVLIDQ\DQGVKHGVRPHOLJKWRQZKDWZDV
UHDOO\KLGGHQLQWKHLUEHDXWLIXOQHVV,IZHZDNHXSRXU
VHQVHVWRWKHPZHFRXOGXVHWKHVHFRQFHSWVDVDJXLGHWR
WKHXQGHUVWDQGLQJRIWKHSUHVHQWFULVLVWRWKHZD\WREHOHG
out of it and, most important, to the nature of an economic 
system. It is a paper on ideas, rather than a piece on 
the history of economic doctrines. It is a call to take into 
account some intuitions coming out of complex systems 
(e.g., Arthur et al., 1997). These intuitions are the offspring 
of a clear understanding of the notion of Effective Demand 
Failures that might have been left behind in a not so distant 
SDVWEXWPD\EHQRZUHFRYHUHGLIZHZDQWWRLQWURGXFH\HW
another turn in the direction of economics. 
,ZLOOSURFHHGDVIROORZV,QWKHQH[WVHFWLRQ,ZLOOSUHVHQW
TXLWHEULHIO\VRPHVLPSOHZD\VRIXQGHUVWDQGLQJWKH
evolution of ideas and its application for the so-called 
'LVHTXLOLEULXP0DFURHFRQRPLFVLWVRULJLQVDQGWKHÀOWHU
that put it to sleep. In the third section, the main part of 
WKLVSDSHU,ZLOOPDNHXVHRIDYHU\ROG1RWHRIPLQHQHYHU
published before, in order to present the notion of the 
Neoclassical Corridor, both as a case study in the unpredic-
table evolution of economic ideas, and as an unexhaus-
WHGVRXUFHRILQWHOOHFWXDOLQVSLUDWLRQRQFHWKHÀOWHUWKDW
VFUHHQHGLWRIIDIHZGHFDGHVDJRZDVVWDUWLQJWRIDLO,QWKH
IRXUWKVHFWLRQ,ZLOOWU\WRGUDZRQWKLVSRWHQWLDOWRGLDJQRVH
WKHSUHVHQWHFRQRPLFVLWXDWLRQ7KHÀQDOVHFWLRQVXPPD
UL]HVDQGRIIHUVVRPHFORVLQJFRPPHQWV
2. Evolution of ideas. From vision without 
technique to technique without hindsight
I learned Macroeconomics at the end of the sixties and the 
beginning of the seventies of the last century. The program 
GHGLFDWHGWZRVHPHVWHUVWRWKHWRSLF,QWKHÀUVWRQH,UHDG
ZLWKDZHDZRQGHUIXODUWLFOHE\+LFNV´0U.H\QHVDQGWKH
&ODVVLFVµDQGSDUWVRIWZRRIKLVJUHDWERRNVValue 
and CapitalZLWKLWVDSSHQGL[GHGLFDWHGWRJHQHUDO
equilibrium; and Value and Growth, 1965). Plus the locus 
classicus of the neoclassical synthesis represented by Patin-
kin’s Money, Interest and Prices (1965), specially the, at 
the time, almost esoteric chapter 13. In the second se mes-
WHU,ZDVH[SRVHGWRWKHILUVWZULWLQJVRQ'LVHTXLOLEULXP
0DFURHFRQRPLFVDQGEHFDPHDUHDOIDQRIDQDSSURDFKZKLFK
GLGQRWPDNHDVKDUSGLVWLQFWLRQEHWZHHQWKHQRWYHU\ZHOO
defined Macro and the apparently indestruc tible and 
WRZHULQJ*HQHUDO(TXLOLEULXP0RGHORI$UURZDQG'HEUHX
DQGIROORZHUV7KHFKDOOHQJHZDVLQGHHGWREXLOGXS
PLFURIRXQGDWLRQVWREULGJHWKHJDSEHWZHHQ0DFURDQG
Micro. 
$OOWKHVHUHDGLQJVOHGWRWKHZULWLQJRIDWKHVLVDWWHPSWLQJ
WRFRQVWUXFWJURZWKPRGHOVZKHUHPRQH\SOD\HGDUROHMXVW
as important as the idea of an exchange structure elimi-
nating the auctioneer. Money should not be neutral, mone-
tary policy therefore having a role to play, and the Phillips 
&XUYHZDVQRWQHFHVVDULO\QHJDWLYHO\VORSHG,QWKLVGLVVHU
WDWLRQWKHDWWKHWLPHUHFHQWFRQWULEXWLRQVRI&ORZHUDQG
/HLMRQKXIYXGZHUHDmustWRJHWKHUZLWKWKHÀUVWZULWLQJV
RI+*URVVPDQZLWKRUZLWKRXW%DUUR%XWWKHWDVNZDVQRW
that easy, given that another development started almost 
simultaneously. Questions of expectations, aggrega tion 
of assets and aggregation of agents had far from obvious 
DQVZHUVDQGWKHHIIRUWVGHYRWHGWRLQWURGXFHPRQH\LQWR
the axiomatic approach to general equilibrium (as the one 
E\+DKQZHUHQRWWKDWVXFFHVVIXO'HVSLWHWKHHIIRUWV
made by people trying to think on temporary equilibrium, 
GLVWULEXWLRQHIIHFWVDQGDOWHUQDWLYHZD\VRIWKLQNLQJDERXW
interest rates depending on the aggregation of assets (see, 
e.g., Gallastegui & Urrutia, 1988)
I found this intellectual climate fascinating and, in my 
YLHZWKHSURIHVVLRQVKRXOGKDYHPDNHLWODVWORQJHU%XWLW
did not happen. The general equilibrium theorists continued 
ZLWKWKHLUWDVNRIFRPSOHWLQJWKHPRGHODWDVNWKDWWRRNDW
OHDVWXQWLOWKHPLGGOHHLJKWLHVDQGWKHLUZRUNEHFDPHWKH
REYLRXVUHIHUHQFHIRULQWHOOHFWXDOH[FHOOHQFH,WZDVQRW
the right moment for challenging its prominence or ask for a 
QHZPRGHOWKDWFRXOGLQWURGXFHPRQH\WDNHLQWRDFFRXQW
GLIIHUHQFHVEHWZHHQLQGLYLGXDOVVRDVWRWDNHLQWRFRQVLGH
ration distribution effects), contemplate the effects of 
alternative aggregation of assets (curiously out of the pictu-
re) and use temporary equilibrium, corresponding to the 
above mentioned period analysis, so as to discuss expec-
WDWLRQVPHDQLQJIXOO\6XFKWDVNZRXOGKDYHEHHQIRUPLGDEOH
DQGZHFDQDOOXQGHUVWDQGWKHUDWKHURSSRUWXQLVWLFEHKDYLRU
RIDOPRVWHYHU\PDFURHFRQRPLVWGULIWLQJDZD\IURPVWDWLF
PRGHOVWRZDUGVG\QDPLFRQHV$EVWUDFWLQJIURPPDQ\WUDLWV
of reality, these latter could “easily” introduce rational 
expectations. The last gasps of life of Disequilibrium Macro-
HFRQRPLFVIRXQGWKHLUSODFHLQWKHWZRERRNVRI%DUURDQG
*URVVPDQDQG0DOLQYDXGZKLOHVLPXOWDQHRXV
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ly the so called DSGE (Disequili brium Stochastic General 
Equilibrium) models started to rule the roost.
The so called stagflation of the late seventies killed 
GHÀQLWHO\WKHGLVHTXLOLEULXPDSSURDFKDQGQRZDIWHUÀYH
years of recession, the DSGE model is facing the same kind 
of danger. It seems ironic that some of the ideas of the 
disequilibrium approach (vision without technique, as 
Backhouse & Boianovsky (2012) once called it) could come 
WRPDFURHFRQRPLFVVHHHJ*DOtXVLQJWKHÀ[SULFH
PHWKRG,WPLJKWEHFKDUDFWHUL]HGDV´WHFKQLTXHZLWKRXW
KLQGVLJKWµ7KDWWKLVLVWKHFDVHLVDWOHDVWZKDW,FRQWHQG
LQWKLVSDSHU$QG,DPQRWDORQHKHUHLIZHFRQVLGHUWKH
post published by Axel Leijonhufvud in VOX EU  (Leijonhufvud, 
2009b) (21st November, 2009) under the title “Stabilities and 
LQVWDELOLWLHVLQWKHPDFURHFRQRP\µ/HWPHTXRWHDIHZ
VLJQLÀFDQWSDUDJUDSKV
Around the turn of the century [...] macroeconomists 
FDPHWRD´EUDFNLVKµFRPSURPLVHNQRZQDVWKH1HZ
1HRFODVVLFDO6\QWKHVLV7KH1HZ.H\QHVLDQVDGRSWHG
the dynamic stochastic general equilibrium (DSGE) 
IUDPHZRUNSLRQHHUHGE\WKH1HZ&ODVVLFDOVZKLOHWKH
latter accepted the market “frictions” and capital 
market “imperfections” long insisted upon by the 
IRUPHU7KLV1HZ6\QWKHVLVOLNHWKH2OG6\QWKHVLVRI
ÀIW\\HDUVDJRSRVWXODWHVWKDWWKHHFRQRP\EHKDYHV
OLNHD VWDEOHJHQHUDOHTXLOLEULXPV\VWHPZKRVH
HTXLOLEUDWLQJSURSHUWLHVDUHVRPHZKDWKDPSHUHGE\
IULFWLRQV(FRQRPLVWVRIWKLVSHUVXDVLRQDUHQRZ
VWUXJJOLQJWRH[SODLQWKDWZKDWKDVMXVWKDSSHQHGLV
DFWXDOO\ORJLFDOO\SRVVLEOH%XWWKHUHFHQWFULVLVZLOOQRW
ÀW7KHV\QWKHVHV2OGDQG1HZ,EHOLHYHDUHZURQJ
They stem from a fundamental misunderstanding of the 
nature of a market economy. Further technical 
LQQRYDWLRQVLQHFRQRPLFPRGHOLQJZLOOQRWEULQJUHDO
SURJUHVVDVORQJDV´VWDELOLW\ZLWKIULFWLRQVµUHPDLQV
the ruling paradigm. The genuine instabilities of the 
modern economy have to be faced.
 The economy is an adaptive dynamical system. It 
possesses the self-regulating, “equilibrating” properties 
WKDWZHXVXDOO\UHIHUWRDV´PDUNHWPHFKDQLVPVµ%XW
WKHVHPHFKDQLVPVGRQRWDOZD\VVXIÀFHWRHQVXUHWKH
coordination of activities in the complex system. Almost 
forty years ago, I proposed the “corridor hypothesis”. 
7KHK\SRWKHVLVVXJJHVWHGWKDWWKHHFRQRP\PLJKWVKRZ
WKHGHVLUDEOH´FODVVLFDOµDGMXVWPHQWSURSHUWLHVZLWKLQ
some “corridor” around a hypothetical equilibrium path 
EXWWKDWLWVVHOIUHJXODWLQJFDSDELOLWLHVZRXOGEH
impaired in the “Keynesian” regions outside the 
corridor. For large displacements from equilibrium, 
therefore, the market system might not be able recover 
XQOHVVDLGHGE\VWDELOL]DWLRQSROLF\
 The original argument for the corridor concerned the 
FRQGLWLRQVXQGHUZKLFKWRH[SHFWVLJQLÀFDQWGHYLDWLRQ
amplifying multiplier effects and might not be all that 
SHUVXDVLYHE\LWVHOI,WLVWKHFDVHKRZHYHUWKDWDOO
RWKHUNQRZQFRPSOH[G\QDPLFV\VWHPVZKHWKHUKXPDQ
PDGHRURFFXUULQJLQQDWXUHDUHNQRZQWRKDYHWKH
property that their homeostatic capabilities are limited. 
,WLVH[WUHPHO\XQOLNHO\WKDWWKHHFRQRP\ZRXOGEH
different in this regard. It is reasonable to believe, 
there fore, that the state-space of the system —in addi-
WLRQWRUHJLRQVZLWKJRRGHTXLOLEUDWLQJSURSHUWLHV³KDV
UHJLRQVZKHUHGHYLDWLRQDPSOLI\LQJSURFHVVHVKDYH
impaired these properties […].
3. Effective Demand Failures:  
the neoclassical corridor 
3.1. Introduction
7KHSXUSRVHRI/HLMRQKXIYXG·VSDSHUZDVWRVWLPXODWH
WKHUHDOORFDWLRQRILQWHOOHFWXDOUHVRXUFHVWRZDUGVWKH
GLIÀFXOWLPSRUWDQWDQGXQUHVROYHGTXHVWLRQVJUDYLWDWLQJ
around the notion of Effective Demand Failures, all of them 
in urgent need of theoretical modeling and empirical 
testing. Grossman’s comment can be understood as stating, 
by implication, that the questions raised by Leionhufvud 
RQH\HDUHDUOLHUZHUHQHLWKHUXQUHVROYHGQRUDWDQ\UDWH
QHZRULPSRUWDQW+HQFHWKH\ZRXOGQRWQHHGDQ\VSHFLDO
theoretical modeling.
+HUH,ZLOODUJXHWKDW*URVVPDQ·VPLVJLYLQJVZHUHFDXVHG
E\WKHDWWHQWLRQKHSDLGWRZKDW,FDOOWKH&ORZHU/HLMRQKX-
IYXGÀUVWWKRXJKW&/QHJOHFWLQJ/HLMRQKXIYXG·VQHZVX-
JJHVWLRQVIURPQRZRQWKH&ORZHU/HLMRQKXIYXGVHFRQG
WKRXJKW&/+RZHYHUVLQFH/HLMRQKXIYXGGLGQRWFOHDUO\
bring up these latter suggestions nor exploit them at that 
time (or later), there is room for additional analysis, taking 
DGYDQWDJHRIZKDWZHKDYHOHDUQHGRYHUWKHODVW\HDUV
,ZLOORIIHUVRPHDGPLWWHGO\LQFRPSOHWHWLSVIRUWKHFR-
rrect modeling of those ideas.
3.2. Theory versus Analysis1
According to Leijonhufvud, the central issue of Macro-theory 
LVZKHWKHUWKHPDUNHWVHFWRUVRIDQHFRQRP\EHKDYHDVD
“self-regulating system”, an expression that sounds unders-
WDQGDEOHQRZWKDWZHDUHIDPLOLDUZLWKFRPSOH[V\VWHPVEXW
ZDVQRWVRDWWKHWLPH7KHVRFLDOFRUUHODWHRIWKLVFHQWUDO
LVVXHZDVDQGLVWKH´FRRUGLQDWLRQRIHFRQRPLFDFWLYLWLHVµ
ZKHUHIXOOFRRUGLQDWLRQKDVWREHXQGHUVWRRGDVFOHDUDQFH
RIHYHU\PDUNHWDQGKDVQRWKLQJWRGRZLWKRSWLPDOLW\RI
DOORFDWLRQ7KHSUREOHPLVWKHQZKHWKHUWKHUHDUHDXWRPDWLF
WHQGHQFLHVWRZDUGVIXOOFRRUGLQDWLRQDQGKRZVWURQJWKH\
are. In Grossman’s (1974) compact statement, the central 
issue concerns the “nature of the market clearing process” 
(p. 1).
$VXSHUÀFLDOUHDGLQJRIWKHSUHYLRXVVWDWHPHQWHVSHFLDOO\
in Grosman’s compact translation, may lead one to think that 
WKHSUREOHPLVQRWQHZDQGWKDWLWKDVEHHQDGHTXDWHO\WUHD-
ted by the literature on General Equilibrium (GE) and the 
stability of GE allocations.2+RZHYHUWKHVWDQGDUG*(PRGHO
$UURZ	'HEUHXDQGPRVWRIWKHDYDLODEOHH[HUFLVHV
1. The distinction is basic to Leijonhufvud (1973) and appears ex-
SOLFLWO\RULPSOLFLWO\LQWKHIROORZLQJSDVVDJHVSDWWKHEHJLQ-
ning of last paragraph; p. 29, in the last paragraph of fn.1; p.31, 
ÀUVWFRPSOHWHVHQWHQFHSWKDQGWKOLQHVSLQWKHODVW
paragraph of fn. 3.
 7KDWVWDELOLW\DQDO\VLVZDVZLGHO\RIIWKHPDUNHYHQLQDQDO\WL-
FDOWHUPVWREHGHÀQHGPRUHSUHFLVHO\EHORZKDVEHHQLPSOLFLWO\
UHFRJQL]HGE\DOOUHFHQWFRQWULEXWLRQVGHDOLQJZLWKPDUNHWVZLWKRXW
perfect information. For a survey, see Rothschild (1973).
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RQWKHVWDELOLW\RI*(FRQÀJXUDWLRQVDUHDQDO\WLFDOFRQVWUXF-
tions.3 What Leijonhufvud is arguing for are theoretical cons-
WUXFWLRQV1RZWKHSUREOHPRIDQDO\VLVLVKRZWRÀWUHDOLW\
LQWRLWLHWRZKDWH[WHQWLVRQHSDUWLFXODUIHDWXUHRIUHDOLW\
ZHOOUHSUHVHQWHGE\WKHDQDO\WLFDOIHDWXUHVRIWKHPRGHODQG
WKHUHIRUHWRZKDWH[WHQWFDQWKHDQDO\WLFDOPRGHO\LHOGLQ-
sights into that particular feature of reality. The problem of 
WKHRU\RQWKHRWKHUKDQGLVKRZWRPRGHOWKLVSDUWLFXODU
IHDWXUHRIUHDOLW\LHKRZWRFRQVWUXFWDQDQDO\WLFDODSSDUD-
tus in terms of the theoretical features of reality. The stated 
the distinction is not very clear but it can be illuminated by 
an example important for our present purposes. 
&RQVLGHUWKHSDUWLFXODUIHDWXUHRIUHDOLW\WKDWZHFDOOPR-
QHWDU\H[FKDQJH7KHQRZIRUW\\HDUVROGFRQWULEXWLRQVWR
the literature on the integration of monetary and value 
WKHRU\FDQEHFODVVLÀHGDVDQDO\WLFDORUWKHRUHWLFDODFFRU-
GLQJWRZKHWKHUWKH\WU\WRÀWPRQH\LQWRWKHVWDQGDUG*(
PRGHORUZKHWKHUWKH\WU\WRLQWURGXFHFKRLFHWKHRU\HOH-
ments into the theory of money. The motto of analytical 
contributions is: “A model of the economy as satisfying as 
'HEUHX·VEXWZKLFKFDQDFFRPPRGDWHPRQH\µ+DKQ
1971, p. 418). The motto of theoretical constructions might 
YHU\ZHOOEH´$PRGHORIWKHHFRQRP\DVVDWLVI\LQJDV.H\-
QHV· EXWZKLFK FDQ DFFRPPRGDWH FKRLFHWKHRU\
elements”.4 The illustrated distinction may just represent 
WZRGLIIHUHQWDWWLWXGHVWRZDUGVDSUREOHPDQGERWKDS-
SURDFKHVDQDO\WLFDODQGWKHRUHWLFDOPLJKWYHU\ZHOOFRQ-
YHUJHEXWLQIDFWWKH\KDYHQRWDVIDUDV,NQRZ,QDQ\FDVH
Leijonhufvud’s quest for theory seemed to imply that a rea-
llocation of intellectual resources ought to have taken pla-
ce. We should have moved from GE analysis to the Theory of 
Coordination of Activities and from stability analysis to a 
Theory of Exchange capable of explaining, in economic 
WHUPVKRZH[FKDQJHLVDFWXDOO\FDUULHG5 The Theory of Ex-
FKDQJHZRXOGVXSSRVHGO\ILQGVHWVRIFRQGLWLRQVIRUWKH
HPHUJHQFHRIZHOOGHÀQHGWUDQVDFWLRQVVWUXFWXUHVDQGWKH
7KHRU\RI&RRUGLQDWLRQRI$FWLYLWLHVZRXOGWKHQWHOOXVXQGHU
ZKDWFRQGLWLRQVZRXOGDSDUWLFXODUWUDQVDFWLRQVVWUXFWXUH
lead to full coordination.6,WZLOOEHDUJXHGLQWKHVHTXHO
 7KHZRUNE\+DKQDQG1HJLVKLRQWKHVWDELOLW\RIDQRQta-
tônnement stability mechanism could be considered as theoretical 
in the sense that it incorporates the theoretical feature of lack of 
UHFRQWUDFWLQJ6HHDOVR$UURZDQG+DKQFK
 2QHRIWKHÀUVWH[DPSOHVRIWKHÀUVWDSSURDFKLV+DKQ
&ORZHU·VDQGDQG/HLMRQKXIYXG·VZRUNVDUH
the original examples of the alternative approach.
)RUDWHUVHH[SODQDWLRQVHH+LUVKOHLIHU
 7KHGLVWLQFWLRQEHWZHHQDQDO\VLVDQGWKHRU\LVQRWYHU\GLIIH-
UHQWIURP+DKQ·VGLVWLQFWLRQEHWZHHQZKDWKHFDOOVZLWKRXW
taxonomic purposes, abstract and realistic models, and it should 
UHSODFHWKHREVROHWHGLVWLQFWLRQEHWZHHQ0LFURWKHRU\DQG0D-
cro-theory. On the other hand, the distinction under discussion has 
QRWKLQJWRGRZLWKWKHXVXDORQHVEHWZHHQXQUHDOLVPDQGUHDOLVP
or irrelevancy and relevancy, since those terms are contingent on 
the problem at hand. Take Ostroy’s (1973) model of a sequence of 
VLPXOWDQHRXVELODWHUDOEHWZHHQWZRLQGLYLGXDOVWUDGHV,WLVD
theoretical model, in the precise sense that it incorporates a speci-
ÀFWUDQVDFWLRQVVWUXFWXUH7KHPRGHOLVTXLWHUHOHYDQWIRUWKHXQ-
derstanding of the existence and nature of monetary exchange. 
+RZHYHUWKHVSHFLÀFWUDQVDFWLRQVVWUXFWXUHDVVXPHGVHHPVXQUHD-
OLVWLFWRPHDEVWUDFWLQJIURPZKHWKHULWLVPRUHUHDOLVWLFWKDQRWKHU
transactions structures implicitly used by other models. On the 
other hand, take the standard G.E, Debreu (1959) model as the pa-
(and it has to be argued because it is not clear in Leijon-
KXIYXG·VRULJLQDOSDSHURIWKDWPXFKRIZKDWKHKDVWR
offer is related to the theoretical necessity of incorporating 
the idea of the transactions structure. This is, in my opi-
QLRQZKDW*URVVPDQIDLOVWRVHHLQKLVFRPPHQWRI
3.3. CL1, its generalizations and the essence  
of CL2
7KHMXVWGHVFULEHGTXHVWIRUWKHRU\LVEDVLFWR&ORZHU
and Leijonhufvud (1968) in their reappraisal of Keynes. Star-
ting from the theoretical idea of a monetary economy, in 
ZKLFKWKHUHDUHDVPDQ\VSRWPDUNHWVDVQRQPRQH\FRP-
PRGLWLHVQ³ZKLFKDUHYLVLWHGVHTXHQWLDOO\³DQGQRIXWX-
UHVPDUNHWV&ORZHUEXLOGVDQDQDO\WLFDOSDUWLDO
HTXLOLEULXPPRGHOZLWKRXWDQDXFWLRQHHUDQGZLWKRXW
stocks. At a non-equilibrium price vector, “false” trading 
ZLOOWDNHSODFHDQGZLOOOHDGWRWKH´ODERUVDOHVFRQVWUDLQHG
demand”, typical of the so called dual decision hypothesis. 
In a monetary economy, each market reveals only the ex-
FHVVGHPDQGIRUWKDWFRPPRGLW\ZLWKRXWUHYHDOLQJDWWKH
same time excess demands for all other commodities. This 
FRQVWUXFWLRQLVVXIÀFLHQWWRLVRODWHWKHFUXFLDOFKRLFHWKHRU\
IRXQGDWLRQRI.H\QHVWKHRU\,IZHQRZDGGIROORZLQJ/HL-
jonhufvud (1968), that, in a monetary economy there are 
reasons for laborers to engage in a search behavior before 
DGMXVWLQJZDJHUDWHVRQFHWKHSULFHYHFWRULVGLVSODFHG
from equilibrium by any shock, quantity adjustments take 
place and multiplier mechanisms are triggered immediately. 
7KLVFRQVWLWXWHV&/DQGIURPKHUHRQZKHQZHPHQWLRQ
TXDQWLW\DGMXVWPHQWVZHUHIHURQO\WRWKRVHKHUHGHVFULEHG
:HFDQQRZPRYHLQWR&/EXWEHIRUHZHSURFHHGOHWXV
begin by noting that the dual-decision hypothesis can be ge-
QHUDOL]HGLQWRDV\VWHPRIJHQHUDO´VDOHVFRQVWUDLQHGGH-
PDQGVµDQG´ SXUFKDVHFRQVWUDLQHGVXSSOLHVµWRJHWKHUZLWK
WKHDJHQWVVHDUFKEHKDYLRUQHFHVVDU\WRMXVWLI\WKHÀ[LW\RI
SULFHV,Q+LFNVÀ[SULFHPHWKRGLWLVDQDO\WLFDOO\
sound to let a tatônnement in quantities run its course until 
LWUHDFKHVZKDW%HQDVV\FDOOHGD.HTXLOLEULXP
ZKLFKLVREYLRXVO\3DUHWRLQHIÀFLHQW7 According to period 
analysis (Grandmont & Laroque, 1976), at this point, prices 
DUHDOORZHGWRDGMXVWLQUHVSRQVHWRFHUWDLQSUHVVXUHVWD-
king into account the interaction among markets implicit in 
the definition of effective or sales-constrained demands 
(Grossman, 1971).8
1RZZHFDQPRYHWR&/2QHDVSHFWRI&/IURPQRZ
on, CL2A) is the removal of a theoretically unsound feature 
radigm of analytical models. It is certainly quite irrelevant to the 
XQGHUVWDQGLQJRIKRZVRFLHW\WUDQVDFWV+RZHYHULWPLJKWEHDUHD-
listic representation of a future, and perhaps Utopian, transactions 
VWUXFWXUHVHH.XU]	:LOVRQ
7. See Barro and Grossman (1971), Benassy (1975), and Grossman 
(1971). At the so-called K-equilibrium, markets are cleared, but 
SHRSOHDUHQRWGRLQJZKDWWKH\ZRXOGOLNHWRGRDWFXUUHQWSULFHV
7KLVUXQVFRXQWHUWRWKHVWDQGDUGGHÀQLWLRQRIHTXLOLEULXP7KLV
H[SODLQVZK\WKHZRUNUHIHUUHGWRLQWKHWH[WLVJHQHUDOO\DVVRFLDWHG
ZLWKGLVHTXLOLEULXPDQDO\VLV
8. The dual decision hypothesis can also be modified for ad hoc 
SXUSRVHV8UUXWLDIRUFHV&ORZHU·VLGHDLQWRDVHTXHQWLDOVWUXF
WXUHRIQRQRYHUODSSLQJPDUNHWVLQRUGHUWRDQDO\]HWKHFRH[LVWHQFH
RILQÁDWLRQDQGXQHPSOR\PHQWLQDJURZLQJPRQHWDU\HFRQRP\
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of CL1, namely the absence of stocks: “modern economies 
maintain, in normal times, an enormous, and elaborate sys-
WHPRISK\VLFDODQGÀQDQFLDOEXIIHUVWRFNVµDVVHUWV/HLMRQ-
KXIYXGS$QHDV\DOWKRXJKURXQGDERXWZD\RI
capturing the theoretical necessity of incorporating the 
H[LVWHQFHRIEXIIHUVWRFNVLVWRUHÁHFWXSRQWZRRIWKHGLIIH-
rent roles realized sales play in CL1, or realized transac-
tionsLQLWVJHQHUDOL]DWLRQVRUPRGLÀFDWLRQV9
)LUVWXQGHU6D\·V3ULQFLSOHDQGLQDZRUOGZLWKRXWVWRFNV
UHDOL]HGVDOHVDUHHTXDOWRFXUUHQWLQFRPHDQGWKHODWWHULV
the relevant constraint on purchases. If this constraint is bin-
GLQJZHVD\ZHKDYHDJJUHJDWHGHPDQGGHÀFLHQF\,QWKH
UHDOVWRFNÁRZZRUOGKRZHYHUFXUUHQWLQFRPHPD\H[FHHG
UHDOL]HGVDOHVE\DQDPRXQWGHSHQGLQJRQWKHYROXPHRI
EXIIHUVWRFNV³ZKLFKLQFOXGHWKHVWRFNRIWUDGHFUHGLWVXV-
tainable by the volume of physical and monetary stocks.
6HFRQGRQO\LQDPRQHWDU\HFRQRP\ZLWKRXWVWRFNVZLWK
PDUNHWVYLVLWHGVHTXHQWLDOO\DQGZLWKPRQH\EHLQJWKHRQO\
counterpart of any transaction, the relevant constraint on 
the demand signals a household may emit in one market are 
LWVUHDOL]HGVDOHVLQRWKHUPDUNHWV,IWKLVFRQVWUDLQWLVELQ-
GLQJZHVD\WKDWHIIHFWLYHGHPDQGKDVIDLOHG
,ZDQWWRIRFXVRQDFRPPXQLFDWLRQIDLOXUHUDWKHUWKDQ
on a deficiency of aggregate demand. In a transactions 
VWUXFWXUHZLWKQQWUDGLQJSRVWVGLUHFWEDUWHULQD
sequence of simultaneous bilateral trades or in a system of 
DVLQJOH´PDUNHWµZLWKDQDXFWLRQHHUUHDOL]HGVDOHVGRQRW
effectively constrain the emission of demand signals. In a 
PRQHWDU\HFRQRP\ZLWKEXIIHUVWRFNVGHPDQGVLJQDOVDUH
QRWWRWDOO\OLPLWHGE\DFWXDORUH[SHFWHGUHDOL]HGVDOHVLQ
other markets.
,QFOXGLQJVWRFNVDQGWUDGHFUHGLWLVDVZHKDYHMXVWVHHQ
one aspect of CL2. We can detect another important feature 
OHWXVFDOOLW&/%E\ZRQGHULQJZKHWKHUWKHGLVWLQFWLRQ
EHWZHHQDJJUHJDWHGHPDQGGHÀFLHQFLHVDQG(IIHFWLYH'H-
PDQG)DLOXUHVLVLQGHHGPHDQLQJIXO,WZRXOGEHVRLIDQG
RQO\LILDJJUHJDWHGHPDQGLVQRWGHÀFLHQWEXWWKHUHDUH
(IIHFWLYH'HPDQG)DLOXUHVDQGRULLWKHUHDUHQR(IIHFWLYH
'HPDQG)DLOXUHVEXWDJJUHJDWHGHPDQGLVGHÀFLHQW,WLV
fairly clear that neither i) nor ii) hold in a monetary eco-
QRP\DVWKHRQHYLVXDOL]HGE\&/HYHQLIVWRFNVDQGWUDGH
FUHGLWDUHDSSHQGHGWRLW)RUWKHGLVWLQFWLRQEHWZHHQDJ-
JUHJDWHGHPDQGGHÀFLHQF\DQGHIIHFWLYHGHPDQGIDLOXUHWR
PDNHVRPHVHQVHZHQHHGWRFRQQHFWLWWRVRPHWKLQJRWKHU
than the existence of buffer stocks; for instance, the dis-
WLQFWLRQEHWZHHQDOWHUQDWLYHWUDQVDFWLRQVWUXFWXUHVRUWUD-
ding arrangements. 
 7KHUHLVDWKLUGUROHRIUHDOL]HGVDOHVWKHRQHWKH\SOD\DVH[-
SHFWHGLQFRPH,QJHQHUDOL]HGYHUVLRQVRIWKHGXDOGHFLVLRQ
K\SRWKHVLVWKHDLPRIZKLFKLVWRSURYHWKHH[LVWHQFHRID.HTXLOL-
EULXPDVDÀ[HGSRLQWRIUHFXUVLYHSURFHVV%HQDVV\LWLVDV-
sumed that expected transactions at t are equal to perceived cons-
WUDLQWVRQWUDQVDFWLRQVDWW:KHQWKHDLPRIWKHJHQHUDOL]DWLRQV
of the dual decision hypothesis is not the proof of existence, as it is 
in the case of Barro and Grossman (1971) and Grossman (1971), the 
recursive process can be collapsed into an instantaneous tatône-
mentLQTXDQWLWLHVDOORZLQJIRUH[SHFWHGWUDQVDFWLRQVWREHHTXDO
to currently perceived constraints. In both cases, perceived cons-
WUDLQWVDUHLQWLPDWHO\UHODWHGWRUHDOL]HGWUDQVDFWLRQVDQGDFUXFLDO
SRLQWLVLWVVSHFLÀFUHODWLRQVKLS
8QGHUDGLUHFWEDUWHUDUUDQJHPHQW9HHQGRUSZH
assume that GE allocations exist and yet might be impossi-
EOHWRUHDFKGHÀFLHQF\DQGLIWKLVLVWKHFDVHWKH\ZLOO
not be reached (failure). Under a sequence of simultaneous 
ELODWHUDOWUDGHVZLWKRXWPRQH\2VWUR\ZHDOVRDVVX-
me the existence of GE allocations, and they can be rea-
FKHGQRWGHILFLHQF\EXWZLOOQRWEHUHDFKHGIDLOXUH
Adding money and a monetary authority to this latter tra-
GLQJDUUDQJHPHQW*(DOORFDWLRQVZLOOEHUHDFKHGLIWKH\
exist. With a single “market” and an auctioneer (Walrasian 
WUDQVDFWLRQVVWUXFWXUH*(DOORFDWLRQVZLOOEHUHDFKHGLI
they exist.
7KHVHH[DPSOHVVXJJHVWWKDWWKHUHDVRQZK\FHUWDLQWUD-
ding arrangements do not lead to communication failures is 
that, under these arrangements, individuals are not bound 
E\SXUHIORZFRQVWUDLQWVEXWFDQJHQHUDWHWUDGHFUHGLW
+HQFHLWLVTXLWHVDIHWRVWDWHWKDWWKHHVVHQFHRI&/LVDQ
appeal to the explicit consideration of a) the possibility of 
“fooling” the budget constraint by means of the generation 
of trade credit to an extent supposedly dependent on the 
volume of accumulated stocks (CL2A); and of b) the un-
derlying trading arrangement (CL2B).
7KHVHWZRDVSHFWVRI&/DUHORJLFDOO\VHSDUDEOH7KHODW-
WHUUHIHUVWRKRZWUDGHUVPHHWUHJDUGOHVVRIZKHWKHUPRQH\
is used or not. It is about transactions structure proper and, 
LQWKLVUHVSHFWLWLVYHU\UHOHYDQWZKHWKHUZHKDYHGLUHFW
barter, a sequence of simultaneous bilateral trades, or a 
:DOUDVLDQWUDQVDFWLRQVVWUXFWXUH1RZDGD\VZHHDVLO\UH-
FRJQL]HDSUREOHPRIQHWZRUNVKHUH7KHILUVWDVSHFWRI
&/LVZKHWKHUJLYHQWKHWUDQVDFWLRQVVWUXFWXUHWKHFRQ-
ventional budget constraint can be “fooled”. In this regard, 
WKHH[LVWHQFHRIPRQH\DQGRUWUDGHFUHGLWLVWKHFUXFLDO
TXHVWLRQ$OWKRXJKORJLFDOO\VHSDUDEOHWKHVHWZRDVSHFWV
are linked by the fact that the volume of stocks is probably 
not independent of the transactions structure.10
Whether or not Leijonhufvud had in mind both aspects is 
DPRRWTXHVWLRQ&HUWDLQO\WKHH[SOLFLWZRUGLQJRI/HLMRQ-
hufvud in 1973 focuses primarily on CL2A. But if the little 
ORJLFDOH[HUFLVHSHUIRUPHGKHUHLVFRUUHFWZHPD\LQWHU-
pret him as implying both CL2A and CL2B. Indeed, if some of 
the assertions of Grossman (1974) are misunderstood, they 
FDQQRWEHSURSHUO\LQWHUSUHWHGZLWKRXWWDNLQJLQWRDFFRXQW
&/%,ZLOOYLQGLFDWH/HLMRQKXIYXG·VFODLPVLQDGLVFXVVLRQ
RIWKHWZRSRLQWVUDLVHGE\*URVVPDQ
6LJQLÀFDQFHRIWKHPRQHWL]DWLRQRIH[FKDQJH
0\FRPPHQWVZLOOEHVKRUWVLQFHWKLVSRLQWLVDFWXDOO\UH-
ODWHGWR&/*URVVPDQDJUHHVZLWK/HLMRQKXIYXGDQGZLWK
HYHU\ERG\HOVHIRUWKDWPDWWHULQWKHIROORZLQJSRLQWWKH
NLQGRIH[FKDQJHVWUXFWXUHYLVXDOL]HGE\&/LVFUXFLDOIRU
the theory of effective demands as opposed to notional 
GHPDQGV*URVVPDQKRZHYHUDUJXHVWKDW/HLMRQKXIYXG·V
argument is unconvincing because “in his barter example, 
10. One of the implications of the fact that CL2A and CL2B are 
ORJLFDOO\VHSDUDEOHLVWKDWFRQWUDU\WRZKDWZDVWKRXJKWXQGHU&/
money is not necessarily related to any particular transactions 
VWUXFWXUH7KHIROORZLQJWHUPLQRORJ\ZLOOEHXVHGWUDQVDF
WLRQVVWUXFWXUHRUWUDGLQJDUUDQJHPHQWVUHIHUWR&/%ZKLOH
 exchange structure refers to CL2A and CL2B.
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WKHHFRQRP\KDVRQO\WZRJRRGVODERUDQGFRPPRGLWLHV
DQGRQHPDUNHWREYLRXVO\ZLWKDVLQJOHPDUNHWPDUNHW
LQWHUDFWLRQVLQFOXGLQJWKRVHZKLFKJHQHUDWHHIIHFWLYHGH-
mands, are non-existent. In his monetary example, the eco-
nomy has three goods (labor, commodities and money) and 
WZRPDUNHWV+RZHYHULWLVQRWFOHDUIURPKLVH[DPSOHWKDW
the fact that the third good serves as media of exchange is 
crucial.”
,WLVGLIÀFXOWWRDGPLWWKDW/HLMRQKXIYXG·VDUJXPHQWLVXQ-
FRQYLQFLQJVLQFHKHLVMXVWH[SODLQLQJ&ORZHU·VSDUDGLJP
ZKLFKOLHVDWWKHYHU\KHDUWRI&/)URPWKLVSDUDGLJPLW
became clear that an exchange structure consisting of mar-
kets visited sequentially and money as the unique medium 
of exchange, could generate effective demands different 
from notional ones.
,QDQ\FDVHWKHPRGHOSXWIRUZDUGE\*URVVPDQ´LQRUGHU
WREULQJRXWWKHVLJQLÀFDQFHRIWKHPRQHWL]DWLRQRIH[FKDQ-
JHLQDPRUHHIIHFWLYHDQGWUDQVSDUHQWZD\µLVLQWHUHVWLQJ
³DVLWLVKLVSDSHUKLVMRLQWZRUNZLWK%DUUR%DUUR	
Grossman, 1971) and the unpublished paper he cites from 
%HQDVV\RIWKLV\HDUDQGZKLFKEHFRPHV%HQDVV\
ZKHQSXEOLVKHG$V,DOUHDG\PHQWLRQHGWKHVHDUHSRZHUIXO
JHQHUDOL]DWLRQVRI&/7KH\FDQEHFRQVLGHUHGLQIDFWDV
the analytical completion of CL1 Leijonhufvud is asking for 
LQRUGHUWRH[SODLQZK\WKHPRQHWDU\V\VWHPFRQVLGHUHG
GRHVQRWKRPHLQWRZDUGVDIXOOFRRUGLQDWHGVWDWH
+RZHYHUXVLQJSURSHUO\XQGHUVWRRG&/WKHH[DPSOHVRI
Leijonhufvud (1973) can be interpreted in an alternative 
ZD\ZKLFK,WDNHWREHPRUHDWWXQHGWRKLVSXUSRVHV,QWKH
EDUWHUH[DPSOHWKHUHDUHWZR´PDUNHWVµDQGHYHU\JRRGLV
a medium of exchange. The transaction structure can then 
be interpreted as a Walrasian one that clearly creates no 
coordination failures. On the other hand, in the monetary 
H[DPSOHWKHUHDUHWZRPDUNHWVYLVLWHGVHTXHQWLDOO\DQGD
unique medium of exchange. The transaction structure is 
WKHRQHDVVRFLDWHGZLWK&/DQGZLWKRXWVWRFNVDQGWUDGH
FUHGLWLWZLOOFUHDWHFRRUGLQDWLRQIDLOXUHV
7KHLQWHUHVWLQJSRLQWLQP\YLHZLVQRWZKHWKHUWKHQXP-
EHURIPDUNHWVLVVXIÀFLHQWWRJHQHUDWHPDUNHWLQWHUDFWLRQV
EXWUDWKHUZKLFKNLQGRIWUDQVDFWLRQVWUXFWXUHLVDVVXPHGWR
KROGDQGZKDWNLQGRIQHWZRUNWKHDJHQWVIRUP(YHQLQWKH
EDUWHUH[DPSOHZLWKRQO\RQH´PDUNHWµDQGWZRJRRGV
WKHUHDUHSRVVLEOHDOWHUQDWLYHWUDQVDFWLRQVWUXFWXUHVKRZ
WUDQVDFWRUVDUHJRLQJWRPHHWDQGDFFRUGLQJWRZKLFKUXOHV
are they going to transact, if the transactions structure is, 
e.g., one of bilateral trading?
$OWHUQDWLYHWUDQVDFWLRQVWUXFWXUHVDUHDVVRFLDWHGZLWKGL-
IIHUHQWSDWWHUQVRILQIRUPDWLRQÁRZVDQGSUHVXPDEO\ZLWK
GLIIHUHQWEHKDYLRUVRIVWRFNV7KLVLVZKDW/HLMRQKXIYXG
points out rather clearly. In particular, he is inquiring into 
the possible effects the introduction of stocks and trade 
credit in any transaction structures might have on coordina-
WLRQIDLOXUHVDQGVSHFLÀFDOO\RQWKHWUDQVDFWLRQVVWUXFWXUH
LPSOLFLWLQ&/7RWKLVQRZ,WXUQ
3.5. Relation between price and quantity 
adjustments
According to Leijonhufvud, the introduction of buffer stocks 
LQWRWKHH[FKDQJHVWUXFWXUHYLVXDOL]HGLQ&/JHQHUDWHVD
1HRFODVVLFDO&RUULGRUIXOO\VXUURXQGHGE\D.H\QHVLDQ]RQH
Within the corridor any deviation from a fully coordinated 
path generates deviation-counteracting feedback mecha-
QLVPVZKLFKDUHVWURQJHUWKHODUJHUWKHGLVSODFHPHQW2XW-
side the corridor any deviation from a fully coordinated 
path triggers deviation-amplifying feed-back mechanisms 
due to Effective Demand Failures.11
It is obvious that, under CL1 and the exchange structure 
FRPSDWLEOHZLWKLWWKHZLGWKRIWKHFRUULGRULVOLWHUDOO\]HUR
and, therefore, any deviation from a fully coordinated path 
ZLOOLPPHGLDWHO\JHQHUDWHTXDQWLW\DGMXVWPHQWV7KHUHD-
sons for that are, once again, the exchange structure visua-
OL]HGLQ&/DQGWKHVHDUFKSURFHGXUHFRQVLVWHQWZLWKWKLV
exchange structure.
The gist of CL2 is that, under the exchange structure of 
&/VXSSOHPHQWHGZLWKEXIIHUVWRFNVDQGWUDGHFUHGLWWKH
ZLGWKRIWKHFRUULGRUFDQEHSRVLWLYH:LWKLQWKHFRUULGRUZH
KDYHSULFHDGMXVWPHQWV2XWVLGHWKHFRUULGRUZHKDYHTXDQ-
WLW\DGMXVWPHQWVZKLFKWKURXJKDtatônnement in quanti-
WLHVZLOOOHDGWRD.HTXLOLEULXP3ULFHVZLOOVXSSRVHGO\
adjust later, in response to the appropriate pressures as dis-
cussed above. Since Leijonhufvud abstracts from this latter 
W\SHRISULFHDGMXVWPHQWZHPD\LQWHUSUHWKLPDVFRQVLGH-
ULQJSULFHDQGTXDQWLW\DGMXVWPHQWVDOZD\VDVDOWHUQDWLYHV
LQVSLWHRIKLVH[SOLFLWZRUGLQJ
*URVVPDQFODLPVWKDWWKLVLVÁDWO\ZURQJ+HLVQRWGHQ-
ying that, for a given displacement from the fully coordina-
WHGSDWKWKHVPDOOHUWKHFRHIÀFLHQWRISULFHDGMXVWPHQWl 
(0 < l < ∞WKHVWURQJHUDUHWKHSUHVVXUHVZKLFKSURGXFH
quantity adjustments.12 What he is asserting is that, for a 
given l, the greater the displacement the greater are the 
pressures for quantity adjustments, but the greater are also 
WKHSUHVVXUHVIRUSULFHDGMXVWPHQWV+HWKLQNVIXUWKHUPR-
re, that this deprives the corridor of its analytical basis.
7KHWZRLVVXHVDUHKRZHYHUVHSDUDEOH(YHQDVVXPLQJ
WKDWSULFHDGMXVWPHQWVZRXOGWDNHSODFHDIWHUDGLVSODFH-
ment, and in the ad hoc fashion of stability analysis,13 CL2 
implies that, for a given l, the greater the displacement the 
more likely are quantity adjustments. This makes the corri-
dor an analytically meaningful notion. To see this, consider 
the classical analytical problem proposed by Grossman in his 
1974 comment. For a given l, the greater is the decline in 
the money supply, M, the greater is the price adjustment 
per period and the greater are the pressures for quantity 
adjustments.
,QWKLVUHVSHFW*URVVPDQLVFRUUHFW8QGHU&/KRZHYHU
LQGLYLGXDOVDUHQRWERXQGE\SXUHÁRZFRQVWUDLQWVEXWKROG
stocks of every commodity and can generate trade credit up 
to a limit presumably dependent on the volume of stocks 
they hold. Therefore, the volume of stocks determines the 
QXPEHURISHULRGVRYHUZKLFKLQGLYLGXDOVFDQVWLOOPDNH
 +LVZRUGLQJLVRIFRXUVHTXLWHFDUHIXODQGKHQHYHUUXOHVRXW
the possibility of both kinds of adjustment taking place simulta-
neously (Leijonhufvud, 1973, p. 32), but he does not make any use 
RIWKLVLPSOLFLWTXDOLÀFDWLRQ
 $OWKRXJK*URVVPDQGHYRWHVVRPHVSDFHWRVKRZLQJWKDWWKLVLV
VRWKLVKDVQRWKLQJWRGRZLWKWKHLVVXHDWVWDNH6HHIRRWQRWHLQ
p. 37 of Leijonhufvud (1973).
 7KHWZRDVVXPSWLRQVDUHQRWHTXLYDOHQWVLQFHHYHQLILWLV
true that the price adjustment as a proportion of the excess de-
mand created by the displacement is the assumed behavior of the 
auctioneer, it is not necessarily the behavior of a price setter in 
disequilibrium. See footnote 2.
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WKHLUQRWLRQDOGHPDQGVHIIHFWLYHDQGWKHUHIRUHDOORZRQO\
for price adjustments.
1RZWKHODUJHUWKHGLVSODFHPHQWWKHVPDOOHUWKLVQXPEHU
of periods and, therefore, the larger the probability that 
eventually effective demands diverge from their notional 
counterparts. Consequently, the more likely quantity ad-
justments are. Notice that my argument does not imply that 
price and quantity adjustments are necessarily alternative. 
,WLVRQO\ZKHQWKHGLVSODFHPHQWIURPDIXOO\FRRUGLQDWHG
SDWKLVYHU\VXEVWDQWLDOWKDWZHDUHDOORZHGWRXVH+LFNV·
À[SULFHPHWKRG)RULWLVRQO\LQVXFKDFDVHWKDW(IIHFWLYH
'HPDQG)DLOXUHVZLOOHYHQWXDOO\RFFXU*LYHQWKHH[FKDQJH
VWUXFWXUHFRQVLGHUHGDVHDUFKSURFHGXUHFRQVLVWHQWZLWKLW
ZLOOVHWLQMXVWLI\LQJWKHFRQVLGHUDWLRQRISULFHVDVÀ[HG
It is thus seen that CL2 has a (say) methodological impli-
FDWLRQZRUNLQJDJDLQVWWKHPHWKRGRIDQDO\VLVXVHGE\
&/DQGLWVJHQHUDOL]DWLRQV,QSDUWLFXODUWKHZRUNRI
Grossman, Benassy and Grandmont and Laroque, referred 
DERYHDVJHQHUDOL]DWLRQVRI&/VHHPWREHUHOHYDQWRQO\
IRUÀ[HGSULFHYHFWRUVWKDWGLIIHUZLGHO\IURPWKHHTXLOL-
EULXPRQHGXHWRWKHVXEVWDQWLDOVL]HRIWKHRULJLQDOGLVSOD-
cement. In consequence these pieces of analysis can hardly 
EHFRQVLGHUHGUHOHYDQWWRH[SODLQRUGHVFULEHWKHZRUNLQJV
RIWKHV\VWHPXQGHUWKHVPDOOGLVSODFHPHQWVFKDUDFWHUL]LQJ
QRUPDOWLPHV,QP\YLHZLWDOVRIROORZVWKDW9HHQGRUS·V
result on local stability (1975) is not relevant to the pro-
blem.
+DYLQJVDLGDOOWKLV,ÀQGTXLWHSDUDGR[LFDO*URVVPDQ·V
confessed impossibility of imagining “conditions under 
ZKLFKVRPHSULFHVPD\VKRZQRWHQGHQF\WRFKDQJH
although desires to sell and to buy do not coincide in the 
respective markets”. If these conditions are not apparent to 
KLPKHVKRXOGQRWKDYHXVHGWKHÀ[SULFHPHWKRG%DUUR	
*URVVPDQ*URVVPDQ2IFRXUVHLWZDVDOHJLWL-
mate use, because the exchange structure of CL1, together 
ZLWKWKHVHDUFKEHKDYLRUFRQVLVWHQWZLWKLWSURYLGHVDQRE-
vious example of the conditions under consideration. In 
fact, Leijonhufvud devoted his famous 1968 book to the 
examination of these very conditions.14
Finally, in my argument vindicating the notion of the co-
UULGRU,RQO\PDGHXVHRIWKHÀUVWDVSHFWRI&/+RZHYHU
ZHDOVRQHHG&/%WRXQGHUVWDQGWKDWDOO´SULFHVPLJKWEH
at their ‘right’ (GE) levels, but amounts transacted differ 
persistently from the desired rates of sale and purchase in 
some markets”. It is certainly true that, under certain tran-
VDFWLRQVWUXFWXUHV*(FRQÀJXUDWLRQVZLOOQRWEHUHDFKHG
even if prices are at their right levels (Ostroy, 1973; Veen-
GRUS7KLVLVQRWWUXHKRZHYHULQWKHH[FKDQJH
structure of CL1 Leijonhufvud is referring to at this point. 
7KHUHIRUH*URVVPDQLVMXVWLÀHGLQREMHFWLQJWRWKHYDOLGLW\
of the statement.
'LIÀFXOWLHVLQWKHPRGHOLQJRIWKHQHZLGHDV
,QRUGHUWRGHVFULEHDQGH[SODLQWKHVKRUWUXQZRUNLQJVRID
PDUNHWV\VWHPLQQRUPDOWLPHVZHQHHGDIRUPDOPRGHO
ZKLFKDOORZVVLPXOWDQHRXVO\IRUERWKSULFHDQGTXDQWLW\DG-
 ,WJRHVZLWKRXWVD\LQJWKDWPXFKRIWKHERRNKDVWREHUHYLVHG
LQDFFRUGDQFHZLWK&/&/LVLQGHHGYHU\VZHHSLQJ&IIRRWQRWH
in pages 34-35 of Leijonhufvud (1973).
justments. This crucial implication of my previous argument 
KDVQRWEHHQDFKLHYHGE\WKHDQDO\WLFDOJHQHUDOL]DWLRQVRI
CL1.
,VXEPLWWKDWLIDQGZKHQLWLVHYHUDFFRPSOLVKHGLWZLOO
have to take into account CL2 as explained above. Incorpo-
UDWLQJ&/LQWRVXFKDPRGHOPLJKWEHGLIÀFXOW$YHU\EDVLF
GLIÀFXOW\LVWKDWZHFDQQRWKRSHZLWKRXWPDNLQJXVHRIQRW
very popular ideas about complex systems) to fully integra-
te the Theory of Exchange and the Theory of Coordination 
RI$FWLYLWLHV7KLVLPSRVVLELOLW\LVUHÁHFWHGLQWKHXVXDOSUR-
cedure of specifying a transactions technology set —actua-
OO\MXVWDZD\RIVNLUWLQJWKHTXHVWLRQRIZKLFKLVLQIDFW
the structure of the transactions structure (pace, e.g., 
+DKQ15,WLVGLIÀFXOWWRLPDJLQHKRZWKHSDVVDJHRI
WLPHLQWKHPRGHOZLOOJHQHUDWHVXFFHVVLYHWUDQVDFWLRQ
structures, each of them making for a different theoretical 
model of Coordination of Activities. Someone may guess 
that incorporating technological progress into the transac-
tion technology set of the previous footnote could solve the 
difficulty. It does not, because the idea of technological 
SURJUHVVLVDQDQDO\WLFDOFRQVWUXFWLRQZKLFKFRYHUVRXUWKHR-
UHWLFDOLJQRUDQFHZK\DWDFHUWDLQPRPHQWDQHZPHWKRG
RIWUDQVDFWLRQVEHFRPHVDYDLODEOH":K\GRHVVRFLHW\NQRZLW
PD\EHPRUHHIÀFLHQWZLWKRXWWU\LQJLW":K\VKRXOGVRFLHW\
WU\LW":KDWZHFDQKRSHWRKDYHLVD7KHRU\RI([FKDQJH
ZKLFKLVRODWHVFRQGLWLRQVIRUWKHHPHUJHQFHRIDSDUWLFXODU
transaction or exchange structure. Be it the economic fact 
of transaction costs, or the political fact of a monetary 
authority, these conditions have to be incorporated into the 
model so as to have a Theory of the Coordination of Activi-
ties under the particular transaction or exchange structure 
FRQVLVWHQWZLWKWKHVHFRQGLWLRQV16
Even if all this had been accomplished for, say, the mone-
WDU\H[FKDQJHVWUXFWXUHYLVXDOL]HGLQ&/ZHVWLOOIDFHWKH
SUREOHPRIKRZWRPRGHOWKHEXGJHWFRQVWUDLQW7KHYDOXH
of purchases at current prices can exceed the amount of 
outside money the individual holds by an amount limited by 
WKHVL]HRIWKHLQGLYLGXDO·VVWRFNVRIPRQH\DQGRWKHUSK\VL-
cal goods. The model has to explain not only that, under the 
H[FKDQJHVWUXFWXUHFRQVLGHUHGSHRSOHZLOOKROGVWRFNVEXW
DOVRKRZWKHVL]HRIWKHVHVWRFNVLVGHWHUPLQHGDQGZKDW
DPRXQWRIWUDGHFUHGLWZLOOWKLVSDUWLFXODUVL]HVXSSRUW
(YHQDVVXPLQJWKDWWKLVFDQEHGRQHLQDPHDQLQJIXOZD\
a host of other problems appear. Suppose M declines. In the 
ÀUVWGD\RIWKHUHFXUVLYHSURFHVVHDFKLQGLYLGXDOIRUPVKLV
QRWLRQDOGHPDQGVWDNLQJLQWRDFFRXQWWKHQHZNLQGRIEXG-
get constraint at the old equilibrium price vector. Each indi-
YLGXDOYLVLWVHDFKPDUNHWVHTXHQWLDOO\6RPHLQGLYLGXDOVZLOO
EHUDWLRQHGLQVD\WKHÀUVWPDUNHWYLVLWHG(DFKLQGLYLGXDO
ZLOOQRZIRUPKLVKHUHIIHFWLYHGHPDQGVWDNLQJLQWRDF-
FRXQWWKHQHZNLQGRIEXGJHWFRQVWUDLQWDWWKHROGHTXLOL-
brium price vector and the fact that s(he) has been rationed 
15. This is reminiscent of the usual practice in GE analysis of spe-
cifying a social production set not derived from the individual pro-
GXFWLRQVHWV7KHDQDORJ\ZRXOGEHWRWDOO\FRUUHFWRQO\LILWZHUH
WKHFDVHWKDWZHGLGQRWNQRZKRZLQGLYLGXDOSURGXFHUVGRZKDW
they do.
 1RWHWKHFDUHZLWKZKLFK+DKQDQGODWHULQ+DKQ
VWULYHVWRLQFRUSRUDWHLQWRWKHWUDQVDFWLRQVHWZKDWKHWKLQNVDUH
conditions for the existence of money.
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LQWKHÀUVWPDUNHWYLVLWHGDQGWKLVIRUDQ\PDUNHWDQGDOO
individuals.
%XWQRZZHDUHQRWDOORZHGWROHWWKLVtatônnement in 
quantities run its course until a K-equilibrium is reached, 
because, at the end of the day, somebody, according to 
some policy, is going to partially adjust the prices. We can 
VDIHO\DVVXPHWKDWVRPHDJHQWZLWKDWHPSRUDU\PRQRSRO\
SRZHULQGLVHTXLOLEULXPPRGLÀHVSULFHVDVSDUWRIDUDWLRQDO
search procedure, but this search procedure cannot be des-
FULEHG³DVLWZDVLQWKHFDVHRITXDQWLW\DGMXVWPHQWV³
ZLWKRXWSULFHDGMXVWPHQWV:KDWHYHUVWRU\ZHGHYLVHWR
GHVFULEHLWLWKDVWREHFRQVLVWHQWZLWKWKHWUDQVDFWLRQ
structure envisioned.
,IZHQRZORRNDWWKHIROORZLQJGD\RIWKHUHFXUVLYHSUR-
FHVV,GRQRWWKLQNLWZLOOEHUHDVRQDEOHWROHWLQGLYLGXDOV
form their effective demands taking into account, besides 
WKHQHZNLQGRIEXGJHWFRQVWUDLQWDWWKHQHZQRQHTXLOL-
brium price vector, expectations of future transactions ba-
sed on passed actual transactions. And this because 
yesterday’s prices are not today’s prices, and the informa-
tion provided by the latter has already been incorporated in 
WKHEXGJHWFRQVWUDLQW7KXVWKHUHVHHPVWREHQRMXVWLÀFD-
WLRQIRUWKHXVHRIVWDWLFH[SHFWDWLRQVDVLQWKHJHQHUDOL]D-
WLRQVRI&/(YHQZRUVHWKHUHVHHPVWREHQREDVLVIRUDQ\
kind of rational expectations.
)RULQVWDQFHLQGLYLGXDOVPLJKWWKLQNWKDWWKHQHZSULFH
YHFWRULVWKHHTXLOLEULXPRQHDQGZLOODFFRUGLQJO\H[SUHVV
WKHLUQRWLRQDOGHPDQGVZKLFKWDNHLQWRDFFRXQWWKHQHZ
kind of budget constraint and nothing else. Since it has been 
DVVXPHGWKDWWKHQHZSULFHYHFWRULVDQRQHTXLOLEULXPRQH
VRPHLQGLYLGXDOZLOOEHUDWLRQHGLQVD\WKHÀUVWPDUNHWYL-
VLWHG$QHZVHWRIHIIHFWLYHGHPDQGVZLOOEHIRUPHGDVLQ
WKHÀUVWGD\RIWKHUHFXUVLYHSURFHVV$WWKHHQGRIWKHVH-
FRQGGD\VRPHDJHQWZLOOPRYHWKHSULFHDFFRUGLQJWRWKH
rational search procedure. The day after, individuals might 
YHU\ZHOOEHDWDORVVDVKRZWRIRUPWKHLUHIIHFWLYHGH-
PDQGV1RVXUSULVHWKHQWKDWZHHFRQRPLVWVIHHODWDORVV
concerning the modeling of their behavior.
3.7. Some conclusions
7KHGLIÀFXOWLHVUHSRUWHGKHUHDUHFKDOOHQJHVEXWWKH\GR
not constitute an impossibility theorem. Assume then that 
they have been overcome, and that the resulting recursive 
SURFHVVFDQEHVKRZQWRKDYHDÀ[HGSRLQWZHFDOOD34
equilibrium.
:KDWDUHWKHOLNHO\LPSOLFDWLRQVRIWKLVQHZFKRLFHWKHRU\
DSSDUDWXVIRUWKRVHPDFURFRQVWUXFWLRQVZKLFKOLNHWKH
FRQVXPSWLRQIXQFWLRQ&ORZHURUWKHDFFHOHUDWRU
(Grossman, 1972), had received such a nice choice-theory 
foundation under CL1? My optimistic conjecture is that, 
ZKDWZDVWUXHXQGHU&/ZLOOVWLOOEHWUXHEHFDXVHTXDQWLW\
DGMXVWPHQWVFRQWLQXHWRRFFXUEXWWKDWWKHQHZFKRLFH
WKHRUHWLFDOIRXQGDWLRQZLOO\LHOGPRUHVSHFLÀFLPSOLFDWLRQV
This is the main reason underlying Leijonhufvud’s urge for 
formal modeling.
:HFRXOGÀQDOO\LQTXLUHLQWRWKHHIÀFLHQF\SURSHUWLHVRI
WKH34HTXLOLEULXP,ILWLVLGHQWLFDOZLWK*(LWZLOOEH3DUH-
WRHIÀFLHQW,ILWLVQRWLGHQWLFDOZLWK*(WKHHIÀFLHQF\RI
WKH34HTXLOLEULXPFRXOGEHDQDO\]HGDFFRUGLQJWRWKHFUL-
WHULRQSURSRVHGE\$UURZDQG+DKQDQGDOVRXVHGE\
%HQDVV\LQKLVDQDO\VLVRI.HTXLOLEULD,WKLQNKRZH-
YHUZHVKRXOGWDNHLQWRFRQVLGHUDWLRQWKHWUDQVDFWLRQVWUXF-
WXUHEHFDXVHWKHDOWHUQDWLYHHIÀFLHQF\FULWHULRQUHIHUVWRD
bilateral barter trading arrangement. We could try to deve-
ORSDOWHUQDWLYHHIÀFLHQF\FULWHULDVXLWHGWRWKHSDUWLFXODU
transaction structure considered. What CL2 suggests is that 
LWLVSHUKDSVWLPHWROD\GRZQWKHLPSRUWDQFHRIVWDWLFHIÀ-
FLHQF\FULWHULDDQGWRGHYLVHQHZFRQFHSWVUHODWLQJWRWKH
coordinative performance of the economic system.
6LQFH,KDYHVKRZQWKDWIRUDJLYHQl, the larger is the 
ZLGWKRIWKHFRUULGRUWKHJUHDWHULVWKHYROXPHRIVWRFNVLW
IROORZVWKDWWKHJUHDWHUWKHVWRFNVWKHOHVVOLNHO\LVWKHRF-
FXUUHQFHRIXQSOHDVDQWXQHPSOR\PHQWVLWXDWLRQVIROORZLQJ
a shock of random magnitude. That is, the greater the volu-
me of stocks the greater the “safety” of the system.17
1RZDV,KDYHDOUHDG\VDLGWKHYROXPHRIVWRFNVLVSURED-
bly dependent on the transactions structure. Therefore if 
DSSHDUVDVLIZHFRXOGEHJLQWKHDQDO\VLVRIWKHUHODWLYH
“safety” of alternative transaction structures.
I hope the importance and far-reaching implications 
HYHQRUVSHFLDOO\IRUPDFURWKHRU\RI&/DUHQRZFOHDU
We should perhaps talk less about the micro-foundations of 
Macro-theory and more about the macro-stimulus to Mi-
FURWKHRU\7KLVZDVDSSURSULDWHWRVD\LQWKHVDQGVWLOO
is forty years later. 
4. Recessions under the forgotten lens
,QRUGHUWRURXQGXSWKLVSDSHULWLVZRUWKGHPRQVWUDWLQJ
that the ideas underlying the development of the notion of 
Effective Demand Failures are useful for the understanding 
RIWKHGLIIHUHQWFULVHVREVHUYHG7KHIRFXVZLOOEHQRZEH
SXWRQWKHWZRPRVWLPSRUWDQWRQHVLQWKHODVWIRUW\\HDUV
7KH\HDUROGRLOFULVLVDQGWKH*UHDW5HFHVVLRQZHDUH
still in, at least in Europe.
4.1. The oil crisis
This is the appropriate place to remember the oil crisis of 
DQGDQGWKHIHHOLQJRIEDIÁHPHQWDERXW
ZKDWZDVWKHFDXVHRIWKHLQFUHDVHLQWKHSULFHRIRLO
DQGZKDWZDVWREHGRQH7RJHWKHUZLWK0&*DOODVWHJXL
,ZURWHDSDSHULQEconomies et Societés in 1983 (Gallas-
WHJXL	8UUXWLDWKHVSLULWRIZKLFKZDVLQGHHG
tinted by ideas of Disequilibrium Macroeconomics. To begin 
ZLWKZHZDQWHGWRXVHWKHLGHDRIWKHIL[LW\RISULFHV
$VZHDOUHDG\NQHZ³DQGDWWKHWLPHKDGQRWEHHQ\HW
forgotten—, after any shock it is possible that the prices 
GRQRWHTXLOLEUDWHWKHVLWXDWLRQLPPHGLDWHO\DOORZLQJIRU
TXDQWLW\DGMXVWPHQWVOHDGLQJWRWKHZRUNLQJVRIPXOWLSOLHUV
and accelerators. We did justify this possibility on the basis 
RIWKH1HRFODVVLFDO&RUULGRURUDVLWLVQRZNQRZQVWDELOLW\
FRUULGRU:HGLGIRFXVRQWKHZLGWKRIWKLVFRUULGRUDQGWKH
GHWHUPLQLQJIDFWRUVRIWKLVZLGWK7KHVL]HRI0RQHWDU\
and Fiscal policies, relative to the magnitude of the shock, 
ZHUHLQGHHGWKHPDLQGHWHUPLQLQJIDFWRUV5HVWULFWLYH
17. A great volume of stocks is normally taken as a sign of lack of 
HIÀFLHQF\DQGKHUHLWLVDUJXHGWKDWLWSURYLGHV´VDIHW\µ7KHWZR
things are not contradictory and suggest that these might be a tra-
GHRIIEHWZHHQHIÀFLHQF\DQG´VDIHW\µ
/HWXVZDNHXSWREHDXW\ 49
PDFURSROLFLHVOHDGWRDQDUURZHUFRUULGRU$IWHUWKH23(&
HQJLQHHUHGVKRFNLWZDVUDWKHUREYLRXVWKDWZHZHUH
SRRUHUZLWKDVPDOOHUSURGXFWLYHFDSDFLW\DQGRXUSRWHQWLDO
JURZWKZDVLQGHHGVPDOOHU
$WWKHWLPHZHVXEPLWWHGWKHVXJJHVWLRQWKDWDPRQJWKH
GHWHUPLQLQJIDFWRUVRIWKHZLGWKRIWKHFRUULGRUZHKDGWR
introduce the notion of Credit Limit, a notion not at all 
VWDQGDUGDWWKHWLPH:KLOHWKLVOLPLWZDVQRWUHDFKHGWKH
FRUULGRU·VZLGWKZRXOGEHODUJHHQRXJK%XWWKHVLWXDWLRQ
FKDQJHVLPPHGLDWHO\RQFHZHDSSURDFKWKLVOLPLWDQGTXDQ-
tity adjustments begin to be felt. We did mention that it 
ZDVOLNHO\WKDWWKHPRQHWDU\DQGÀVFDOSROLFLHVPLJKWQRWEH
JHQHURXVHQRXJKEHFDXVHWKHLUVL]HZDVFDOLEUDWHGDFFRU-
GLQJWRWKHROGJURZWKSRWHQWLDOEXWZHGLGQRWKRZHYHU
SXVKIRUZDUGWKHDUJXPHQWDERXWWKHOLPLWRIFUHGLWGHSHQ-
ding on the level of leverage of the banking system —so-
PHWKLQJZHKDYHQRZOHDUQHGWRRODWH7KHGLIIHUHQFHZLWK
the present situation is precisely that the banking system is 
QRZLQGHHGH[KDXVWHGDQGLQFDSDEOHRIJLYLQJPRUHFUHGLW
The robustness of the financial system in general is then 
FUXFLDO2QHRIWKHPDLQÀDVFRVRIWKH6SDQLVKHFRQRP\LQ
the last years has been the mis-information about this ro-
bustness.
4.2. The Great Recession
/HWXVQRZWXUQRIWKHQRWLRQRIWKH&RUULGRUWKDW,WKLQNLV 
DSSURSULDWHWRXQGHUVWDQGZKDWKDVFRPHWREHNQRZQDV
WKH*UHDW5HFHVVLRQDQGGLVFXVVWKHZD\VRXWRILW7KLVQR-
WLRQDVZHKDYHVHHQLVQRWHDV\WRJUDVSLQDOOLWVULFKQHVV
ZLWKWKHWRROVRIQHRFODVVLFDOHFRQRPLFVZKLFKLVZK\LWKDG
VROLWWOHVXFFHVV/DLGOHU+RZHYHUWKLV´VOHHSLQJ
beauty” has been visited by various princes (as, e.g. Kehoe 
& Levine, 2006, in the context of debt constrained mar-
NHWVDQGWKHQRWLRQRIWKHFRUULGRUKDVEHHQXVHGLQDZD\
ZKLFKWXUQVRXWWREHXVHIXOQRZ,Q'RKWDQL,QDEDDQG
2VDNDZURWHDSDSHURQQHRFODVVLFDOJURZWKLQZKLFKWKH
QRWLRQLVXVHGLQWHUPVPRUHUHFRJQL]DEOHQRZ7KH\FRP-
plicate the standard model by introducing a consumption 
function depending on permanent income. This turns out to 
EHVXIÀFLHQWIRUWKHPRGHOWRVKRZWKHVDPHDQGXQLTXH
VWDWLRQDU\VWDWHVKRZQE\WKHVWDQGDUGPRGHOEXWWKHUHLV
QRZDVWDELOLW\FRUULGRUDURXQGWKHJURZWKSDWK:LWKLQWKH
corridor, the neoclassical vision is validated because any 
path converges to the unique equilibrium; outside the corri-
dor, every path diverges from the neoclassical long-run 
equilibrium.
/HWXVQRZVHHKRZWKLVQRZDZDNHEHDXW\PD\KHOS
WRXQGHUVWDQGZKDWLVKDSSHQLQJGXULQJWKH*UHDW5HFHV-
VLRQ:HDUHXVHGWRUHFRJQL]LQJWKHIDLOXUHVRIHIIHFWLYH
GHPDQGZKHQDQXQHPSOR\HGZRUNHUFDQQRWPDNHKLVGH-
PDQGHIIHFWLYHEHFDXVHKHODFNVLQFRPH:HDOVRNQRZWKDW
a savings decision is not automatically translated into an 
effective demand of future goods. And there is an additional 
ZD\RIVKRZLQJDIDLOXUHRIHIIHFWLYHGHPDQG7KLVKDSSHQV
ZKHQWKHÀQDQFLDOV\VWHPLVLQVXFKDGLVDUUD\WKDWPDNHVLW
LPSRVVLEOHIRUHQWUHSUHQHXUVWRFUHGLEO\VKRZWKHLUSUHVHQW
demand of factors of production due to the impossibility of 
VXSSO\LQJIXWXUHJRRGVQRZ,QDLQWHUYLHZFRQGXFWHG
E\6QRZGRQ/HLMRQKXIXYGVD\VTXLWHH[SUHVVLYHO\WKDWKLV
WKLUGZD\RIHIIHFWLYHGHPDQGIDLOXUHPDNHVLWLPSRVVLEOH
WRFUHGLEO\VD\WKHIROORZLQJ´,KDYHWKLVLQYHVWPHQWSUR-
MHFWWKDWZLOOSD\RIILQWKHIXWXUHDQG,ZDQWWRWUDGHWKDW
prospect for the factors of production today necessary to 
produce those future goods”. And he continues: ”And that’s 
ZKHUHZHHQGXSLIWKHÀQDQFLDOV\VWHPLVWRWDOO\FORJJHG
XSZLWKEDGORDQV7KDWKDVEHHQDQGVWLOOLVWKH-DSDQHVH
VLWXDWLRQµ,IWKHSUREOHPZDVWKHFRQYHQWLRQDO.H\QHVLDQ
one (of consumers being cash-constrained), then there is a 
UDWLRQDOHIRUSXEOLFZRUNV%XWWKDWZDVQHYHUWKH-DSDQHVH
SUREOHP7KHLUSUREOHPZDVWKDWWKH\GLGQRWPRYHGLUHFWO\
to clean up the banking system after the collapse of the real 
estate and stock market bubble.
7KLVZDVWKHVLWXDWLRQRI-DSDQWZHQW\\HDUVDJRDQGLW
might not be mere chance that some of the notions of Dise-
quilibrium Macroeconomics have been preserved in Japan. 
7KDWVLWXDWLRQLVQRWYHU\GLIIHUHQWIURPZKDWLWLVFXUUHQWO\
happening in the Great Recession, except that the construc-
WLRQFULVLVLVQRZKDSSHQLQJLQWKH86$,QVLWXDWLRQVRIWKLV
nature, it is not enough to increase the public spending. For 
WKLVPRYHWREHHIIHFWLYHLWLVQHFHVVDU\WRKDYHDFOHDQÀ-
nancial system capable to serve as a conveyor belt of this 
SXEOLFVSHQGLQJ%XWWKHÀQDQFLDOV\VWHPLVFURZGHGZLWK
bad loans. If the government and the banking system are in 
collusion, the situation looks indeed rather dark indeed. 
7KDWKDSSHQHGLQWKH86$ZLWK/HKPDQEURWKHUVDQGLQWKH
8.ZLWK1RUWKHUQ5RFNDQGDOVRZLWKWKHDSSDUHQWO\VRXQG
situation of banks in Spain. 
Quite recently, Leijonhufvud (2009a) concluded in a VOX 
EU column (no ordinary recession) that:
)LVFDOVWLPXOXVZLOOQRWKDYHPXFKHIIHFWDVORQJDVWKH
ÀQDQFLDOV\VWHPLVGHOHYHUDJLQJ(YHQLIWKDWSUREOHP
ZHUHWREHPRUHRUOHVVVROYHGWKHJRYHUQPHQWGHÀFLW
ZRXOGKDYHWRRIIVHWERWKWKHGHFOLQHLQLQGXVWU\LQYHV-
tment and the rise in household saving —a gap that is 
ULVLQJDVWKHUHFHVVLRQGHHSHQV+HUHWRRWKHSXEOLFLV
skeptical and prone to conclude that a program that 
RQO\VORZVRUVWRSVWKHGHFOLQHEXWIDLOVWR´MXPSVWDUWµ
WKHHFRQRP\PXVWKDYHEHHQDZDVWHRIWD[SD\HUV·
money. The most effective composition of such a pro-
gram is also a problem.
5. Final comments
I hope I have made clear that the dynamics of any intellec-
tual field is complex and, as such, it may generate unex-
pected patterns of behavior, not necessarily optimal. This 
LVZKDWKDVKDSSHQHGLQHFRQRPLFVLQWKHODVWIRUW\\HDUV
:HKDYHZLWQHVVHGQHZZD\VRIWKLQNLQJLQPDFUREH\RQG
WKH'6*(PRGHOVHYHQWKRXJKDQHZSDUDGLJPKDVQRW\HW
emerged. There is a large variety of approaches shaking 
the foundations of mainstream economics. From Behavioral 
Economics (unifying the results in Experimental Economics, 
Experimental Psychology and Neuronomics) doubts are cast 
on the canonical notion of rationality. Previous objections 
FDPHIURPERXQGHGUDWLRQDOLW\QHWZRUNDQDO\VLVDQGWKHG\-
QDPLFVRIFRPSOH[V\VWHPV6HH.LUPDQ$QGQRZDOVR
IURPWKRVHQHZ%ODFN6ZDPLGHDVDERXWXQFHUWDLQW\WKDWDUH
VRFKDOOHQJLQJDQGKXPLOLDWLQJWRWKHIRUHFDVWHUV,ZDQWWR
HPSKDVL]HQRZWKDWDSDUWLFXODUDOEHLWUXGLPHQWDU\FRP-
plex system had been here for forty years. It even had its day 
of glory, soon forgotten: this is the Disequilibrium approach 
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WRPDFURHFRQRPLFVDQGPRUHVSHFLÀFDOO\WKHLGHDRIFRUUL-
dor explored above.
+DGZHQRWIRUJRWWHQWKLVFOHYHULGHDZHZRXOGKDYH
considered alternatives to understanding the great Reces-
sion in terms of DSGE models stressing rational expectations 
LQRUGHUWRPDNHURRPIRUWKHLQHIÀFDF\RIFRQYHQWLRQDO
policy measures). We could have understood four years ago 
WKDWWKHV\VWHPZDVZRUNLQJRXWVLGHWKH1HRFODVVLFDO&RUUL-
GRUDQGPRYHWRDZD\RIWKLQNLQJWKDWPDGHURRPIRUFRP-
plex systems and their possible unexpected results.
+DGZHUHDVRQHGDORQJWKHVHOLQHVZHZRXOGKDYHLPPH-
GLDWHO\UHDOL]HGWKDWWKHPRUHOHYHUDJHGWKHSURGXFWLYHV\V-
WHPLVWKHQDUURZHULVWKH1HRFODVVLFDO&RUULGRU:HFRXOG
have come to avoid completely useless policies taking into 
DFFRXQWWKHVL]HRIERWKWKHGLVHTXLOLEULDDQGWKHSDUDPH-
WHUVRIWKHOHYHUDJHDVZHOODVWKHYDOXHORVVHVLQWKHEDODQ-
FHVKHHWV7KHQZHFRXOGKDYHSURGXFHGDFRUUHFWGLDJQRVLV
and the need to globally coordinate efforts. We might have 
EHHQHYHQDEOHWRH[SODLQWKDWWRVRFLDOL]HWKHORVVHVRIWKH
ÀQDQFLDOV\VWHPZDVEHWWHUWKDQWROHWLWIDOOEHFDXVHLQ
WKLVODWWHUFDVHWKHFRUULGRUZRXOGKDYHEHFRPHDVLPSOH
OLQHZLWKRXWDQ\ZLGWK
But as I have stressed from the beginning, this paper does 
QRWRQO\DLPDWZDNLQJXSDVOHHSLQJEHDXW\,DOVRZDQWWR
illustrate the so-called path dependency in the social cons-
truction of ideas. And here Leijonhufvud has played a dou-
EOHUROH7REHJLQZLWKKHZDVWKHDXWKRUFDSDEOHRIUHDOO\
GHSDUWLQJIURPWKHJHQHUDOHTXLOLEULXPIUDPHZRUNGHPDQ-
GLQJQHZPLFURIRXQGDWLRQVWKDW³DV,WKLQN,KDYHVKRZQ³
could have avoided quite a heavy burden of erroneous 
SROLFLHV%XWKHZDVDOVRDQHDUO\ZKLVWOHEORZHURQWKHGDQ-
JHUVRIQRWOHDYLQJWKHWUHDGHGSDWKDQGQRWWXUQLQJWRZDUGV
ZKDWZHFRXOGQRZFDOO(FRQRSK\VLFV
5HJDUGLQJWKHÀUVWLVVXHLWLVVWLOOQRWDEOHWKDW/HLMRQKX-
fvud has been ignored, that Barro, in a private conversation 
ZLWKWKHDXWRURIWKLVDUWLFOHH[SOLFLWO\UHMHFWVWKHGLVHTXL-
OLEULXPDSSURDFKDQGHYHQZLVKHVKHKDGQRWZULWWHQWKH
MRLQWERRNZLWK*URVVPDQ(YHQPRUHUHPDUNDEOH*RRJOH
UHWXUQVYHU\IHZKLWVLI\RXW\SH´1HRFODVVLFDO&RUULGRUµ
Backhouse and Boianovsky (2012) provide some elements of 
DQH[SODQDWLRQ,RQO\ZDQWHGWRLOOXVWUDWHWKHSDWKGHSHQ-
GHQF\KHUHLQWKH+LVWRU\RIHFRQRPLFLGHDVHPSKDVL]HGE\
Brian Arthur (1994) and Arthur et al. (1997).
As a pioneer of Econophysics, Leijonhufvud is also an ex-
FHOOHQWFDVHVWXG\IRUKLVWRULDQVVLQFHKHWULHGWRRUJDQL]H
the profession around computational economics, an alterna-
WLYHZD\WRWDFNOHSUREOHPVWKDWZHUHGLIÀFXOWWRPRGHO
EXWZHUHHDV\WRVLPXODWH,QKHRUJDQL]HGWKH&HQWHU
for Computable Economics in UCLA that he directed up to 
+LVDSSURDFKZDVQRWYHU\PXFKDSSUHFLDWHGDPRQJ
his colleagues, and he moved to the University de Trento in 
the Computable and Experimental Economics Laboratory 
&((/ZKHUHKHFRXOGFRQWLQXHKLVLQYROYHPHQWLQWKLV
branch of Econophysics. 
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